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GENERAL BUSINESS CONDITIONS 



I. THE INDEX 

IN November our forecaster, based upon New York 
bank clearings, the volume of sales upon the New 
York Stock Exchange, and prices of industrial stocks, 
showed a decline from October to a point slightly below 
the July figure but above the figures for August and 
September. The recession in speculative activity in- 
dicates that we may expect a check to the upward 
movement of commodity prices and business activity 



previously reached. It is not improbable that com- 
modity prices will reach a still higher level on Janu- 
ary i . Bank clearings outside New York City decreased 
from $18,060,000,000 for October, the greatest total 
ever recorded, to $16,720,000,000 for November. It is 
probable that outside bank clearings for December will 
not show more than the usual seasonal increase over 
November; in spite of the active holiday trade, the 
coal shortage will hardly fail to have some effect on the 
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Chart I. — Comparison or the Averages Based on Groups A, B, and C. 

(A) Average of the following series of Group A: 

(1) New York Clearings, (8) Shares Traded, (18) Price of Industrials. 

(B) Average of the folloVing series of Group B: 
(3) Outside Clearings, (4) Bradstreet's Prices. 

(C) Average of the following series of Group C: 

(13) Rate on 4-6 Months Paper, (14) Rate on 60-90 Day Paper. 



which has been in progress since last April, and perhaps 
a recession of prices. If the recession in speculative 
activity continues for a month or two, a considerable 
recession may be expected in commodity prices and 
business activity. The figures for December available 
at this writing indicate that security prices and the 
volume of speculation will be less in the current month 
than in November. At the present time, however, and 
on the basis of the November and December figures it 
would be premature to conclude that a violent recession 
in commodity prices is probable. 

Business activity and the level of commodity prices 
during November, represented by curve B, decreased 
somewhat from October ; but the curve is still above the 
August and September level. Bradstreet's index num- 
ber for December has advanced to $20.18, a point not 



volume of business during the current month. The 
slight decline of curve B for November was, of course, 
due to the decrease of outside bank clearings. This 
decrease is ascribable to a falling off in volume of busi- 
ness transactions during the month; it occurred in spite 
of an increase of prices. We do not consider the decline 
of outside bank clearings in November significant be- 
cause, first, the coal and steel strikes which affected 
activity in that month have since then been settled; and 
second, the month contained an extra holiday — 
armistice day. 

The outstanding events in the month of November 
were the advance in rediscount rates by the Federal 
Reserve Board, the extremely high call rates, the in- 
crease in rates for commercial paper, the decrease in the 
reserve ratio of the combined federal reserve banks, 
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the slump in prices on the New York Stock Exchange, 
the failure to adopt comprehensive measures for financ- 
ing foreign trade, the continued decline of foreign rates 
of exchange, the unsettlement of production due to 
strikes, and the prospect of a coal shortage. 

The average call rate for November was n per cent, 
which is the highest average since the panic of 1907. 
Higher averages than this occurred, however, in the 
autumn of 1905 and of 1906. The average call rates for 
August, September, and October of the present year 
were, in round numbers, 5I, 6, and 8 per cent. On 
December n the New York Federal Reserve Bank an- 
nounced an increase of J per cent in the rediscount rate, 
following the increase of from J per cent to f per cent on 
November 3. The present increase in rates applies, 
however, only to notes secured by government war 
obligations. The increase in the rate of rediscount in 
New York was preceded and accompanied by high rates 
for call money, the range being from 8 per cent to 15 
per cent on the date of the increase. The federal re- 
serve banks of other districts have also announced a 
similar increase. The increase in the rediscount rates 
of the federal reserve banks has not been followed by an 
increase in the ratio of total cash reserves to demand 
liabilities. On November 7 this ratio for the combined 
federal reserve banks was 46.8 per cent; it was 45.6 per 
cent on November 28, 46.4 per cent on December 5, 
and 46.0 per cent on December 12. The fact that the 
reserve ratio has not increased, however, is not sur- 
prising when we remember that October, November, 
and December are the months of the year in which 
there is the greatest financial strain. It is not improb- 
able that the banking situation will improve in January 
even without the pressure of a further increase in the 
rediscount rate. 

The actual rates of discount on commercial paper 
also showed an increase of from J per cent to J per cent 
during the last two weeks in November. For the first 
time since June these rates, corrected for seasonal va- 
riation, show an increase over the preceding month 
(curve C). 

Although the combined federal reserve banks have 
expanded considerably since June, yet it is possible for 
them to expand still more without impairing their 
legal reserve. On December 5 the net deposits of the 
combined federal reserve banks were $1,762,000,000; 
federal reserve notes in actual circulation amounted to 
$2,881,000,000. The surplus reserve on that date after 
setting aside the legal requirement of 35 per cent against 
net deposits and 40 per cent against notes amounted to 
$385,000,000; on December 12 the surplus reserve was 
$372,000,000. This means that additional paper can be 
rediscounted and deposits increased by nearly a billion 
dollars before the ratio of reserves to net liabilities falls 
to the legal requirement. Member banks could in- 
crease their loans by eight or nine billion dollars on the 
basis of an increase of, say, $900,000,000 in their 
reserves. These figures are presented here as an extreme 
estimate and not to indicate that such an increase is de- 



sirable or probable. 1 During the year since the signing 
of the armistice, surplus reserves decreased from about 
$500,000,000 to less than $400,000,000. On June 6 the 
highest figure of the year for surplus reserves was 
reached, $666,000,000. The expansion in banking 
credit and the decrease of surplus reserves, just de- 
scribed, has made possible the increase that has taken 
place in prices since last spring. 

The figures for surplus reserves of the combined 
federal reserve banks, computed by subtracting from 
total reserves 35 per cent of net deposits and 40 per cent 
of federal reserve notes in actual circulation, by weeks 
since November 1, 1918, are given in the following table : 

SURPLUS RESERVES OF THE COMBINED FEDERAL 
RESERVE BANKS 



(In Millions of Dollars) 



1918 

Nov. 1 



" 22 

« 29 

Dec. 6 

" i3 

" 20 

. " 27 



Jan. 



Feb. 



1919 

3 
10 

17 

24 

31 

7 

14 
20 
28 



Si7 
496 
502 
522 
508 

491 
506 
526 
528 



55° 
574 
608 

S93 
619 

629 

587 
600 

57i 



1919 


Mar. 7 . 


• • 578 


" 14. 


•• 577 


" 21. 


.. 586 


' " 28. 


•• 593 


Apr. 4. 


. . 604 


" n. 


•• 570 


" 18. 


.. 606 


" 25. 


. . 607 


May 2. 


.. 596 


" 9- 


. . 602 


" 16. 


•• 580 


" 23. 


. . 617 


« 29. 


.. 606 


June 6. 


.. 666 


" 13- 


•• 634 


" 20. 


. . 619 


« 27. 


.. 603 


July 3- 


•• 554 


" 11. 


•• 52° 


" 18. 


•• 553 


" 25. 


•• 53° 



Aug. 



Sept. 



Oct. 



Nov. 



Dec. 



1919 


I 


••• 535 


8 


••• 53i 


15 


••• 544 


22 


••• 554 


29 


••• 533 


5 


... 524 


12 


... 524 


19 


... 589 


26 


••• 554 


3 


... 519 


10 


••• 495 


17 


... 469 


24 


... 492 


3i 


••• 457 


7 


... 409 


14 


... 427 


21 


... 413 


28 


••• 358 


5 


••• 385 


12 


... 372 



The leading factors in the business situation in 
December are the condition of our foreign trade, the 
stringency of the money market, the decrease in pro- 
duction and the increase in certain prices such as those 
of iron and steel, due to strikes, and the settlement of the 
coal strike. A marked decrease of exports due to in- 
adequate provision for financing foreign trade would 
lead to a decline in commodity prices in many lines and 
a check to business activity. But the fundamental con- 
ditions are such that the decline in prices is not apt to 
go far. We are not in debt to other countries — 
Europe is in debt to us and must presently begin to 
settle the current charges by sending us exports. This 
she cannot do if our prices drop very far; because even 
today in spite of the advantage European exporters 
derive from depreciated exchange, it is impossible for 
Europe to export enough to meet her requirements. Of 
course, decreased production is another factor contrib- 
uting to her inability to pay; but this is not a factor 

1 Assuming a proportionate increase in federal reserve notes as 
well as deposits the amount of credit expansion possible would be 
between four and five billions. 
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that will make for lower prices either in Europe or the 
United States. On the basis of the evidence available 
at the time of writing, we are of the opinion that the 
recession of prices and business activity, which is indi- 
cated by our November forecaster, will not go to great 
lengths. Undoubtedly, by drastic restriction of credits, 
the federal reserve banks can force serious liquidation; 
but such a policy would be so injurious both to Europe 
and the United States that it seems unlikely to be 
adopted. 

II. THE THREE GROUPS OF SERIES 

Group A 

Chart II shows the monthly fluctuations, since No- 
vember 1 91 8, of the following series of business statis- 
tics, corrected for seasonal variation and secular trend: 

New York bank clearings. 

Price of twenty industrial stocks. 

Shares traded on the New York Stock Exchange. 

The value of building permits in twenty leading cities. 

The yield of ten railroad bonds (reversed). 
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Chart II. — Corrected Series op the Speculative Group (A). 
(1) New York Clearings, (6) Building Permits, (8) Shares Traded, 
(12) Price of 10 Railroad Bonds (yield reversed), (18) Price of In- 
dustrials. The heavy shaded line represents the average of series 
1, 8, and 18. 

During the period 1903-14 these five series moved in 
general together, reflecting speculative activity and 
forecasting the movement of Group B. 

Not quite the same can be said of the period since 
November 1918. The price of twenty railroad stocks, 
included in this group for the pre-war period, is tem- 



porarily excluded; owing to government control of 
railroads and the special questions now agitating the 
railroad world, it does not appear at present to con- 
tribute significantly to the index of general business 
conditions. The price of ten railroad bonds, although 
out of line with the companion series previous to April, 
has been fluctuating like the other speculative series 
since that date. The price of bonds after a recovery in 
October has receded to the low September level. The 
value of building permits, at the signing of the armistice, 
stood at a much lower level than the remaining series, 
as a result of government restrictions in war time. The 
drop in September was due entirely to a decrease in the 
figures for New York City from the unusual figure of 
$45,000,000 in August to $19,000,000 in September. 
The other cities in the group showed an increase of 29 
per cent. Building has continued at the high September 
level. 

The other three series, New York clearings, shares 
traded, and price of industrials, agree in showing per- 
sistent stability from November to February and a 
strong upward sweep culminating in July. After a re- 
cession in August there was a recovery in September, 
a strong upward movement in October and a decline in 
November. It is the average of these corrected series 
which is taken at present as a fair indication of specula- 
tive activity since November 191 8 and which is shown 
by the shaded line (A) on the chart. 

Interpreted on the basis of the pre-war sequence a 
recession in the speculative group that persists for some 
months indicates that there will follow a like recession 
in commodity prices. In the near future a period of 
stable or slightly declining commodity prices and in- 
dustrial activity is not improbable. 

Group B 

Charts III and IV show the monthly fluctuations, 
from November 1918, of the following seven commodity 
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Chart III. — Corrected Series (entering the average) op the 
Commodity Price and Production Group (B). 
(3) Outside Clearings, (4) Bradstreet's Prices (pertains to first day 
of month). 

The heavy line represents the average of series 3 and 4, the data 
for series 4 having been adjusted by taking the means of pairs of 
consecutive items of the corrected series. 



